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other than that of providing transpor-
tation service between points in the
United States and points outside the
United States, the costs and expenses,
including taxes, properly apportioned
or allocated to such other business
shall be excluded both from the deduc-
tions and from the apportionment
process prescribed in paragraph (c) of
this section; but, for the purpose of de-
termining taxable income, a ratable
part of any general expenses, losses, or
deductions, which cannot definitely be
allocated to some item or class of gross
income, may be deducted from the
gross income from sources within the
United States after the amount of such
gross income has been determined.
Such ratable part shall ordinarily be
based upon the ratio of gross income
from sources within the United States
to the total gross income. See para-
graph (f)(3) of this section.

(3) Personal exemptions and special de-
ductions. The deductions for the per-
sonal exemptions, and the special de-
ductions described in paragraph (c) of
§1.861-8, shall not be taken into ac-
count for purposes of paragraph (c) of
this section.

(e) Property used while within the
United States—(1) General. The value of
the property used shall be determined
upon the basis of cost less depreciation.
Eight percent may ordinarily be taken
as a reasonable rate of return to apply
to such property. The property taken
shall be the average property employed
in the transportation service between
points in the United States and points
outside the United States during the
taxable year.

(2) Average property. For ships, the
average shall be determined upon a
daily basis for each ship, and the
amount to be apportioned for each ship
as assets employed within the United
States shall be computed upon the pro-
portion which the number of days the
ship was within the territorial limits of
the United States bears to the total
number of days the ship was in service
during the taxable period. For other as-
sets employed in the transportation
business, the average of the assets at
the beginning and end of the taxable
period ordinarily may be taken, but if
the average so obtained does not, by
reason of material changes during the
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taxable year, fairly represent the aver-
age for such year either for the assets
employed in the transportation busi-
ness in the United States or in total,
the average must be determined upon a
monthly or daily basis.

(3) Current assets. Current assets shall
be decreased by current liabilities and
allocated to services between the
United States and foreign countries
and to other services. The part allo-
cated to services between the United
States and foreign countries shall be
based on the proportion which the
gross receipts from such services bear
to the gross receipts from all services.
The amount so allocated to services be-
tween the United States and foreign
countries shall be further allocated to
services rendered within the United
States and to services rendered with-
out the United States. The portion al-
locable to services rendered within the
United States shall be based on the
proportion which the expenses incurred
within the territorial limits of the
United States bear to the total ex-
penses incurred in services between the
United States and foreign countries.

(f) Taxable income—(1) General. In
computing taxable income from
sources within the United States there
shall be allowed as deductions from the
gross income from such sources, deter-
mined in accordance with paragraph (b)
of this section, (i) the expenses of the
transportation business carried on
within the United States (as deter-
mined under paragraphs (¢c) and (d) of
this section) and (ii) the expenses and
deductions determined in accordance
with this paragraph.

(2) Interest and tares. Interest and in-
come, war-profits, and excess profits
taxes shall be excluded from the appor-
tionment process, as indicated in para-
graph (d) of this section; but, for the
purpose of computing taxable income
there may be deducted from the gross
income from sources within the United
States, after the amount of such gross
income has been determined, a ratable
part of all interest deductible under
section 163 and of all income, war-prof-
its, and excess profits taxes deductible
under section 164, paid or accrued in re-
spect of the business of transportation
service between points in the United
States and points outside the United
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